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ECONOMIC INDICATORS 


Exchange Rate: US$1.00 = 625 rupiah 


Population (million midyear)? 
GDP ($ million, in constant 1973 prices) 
GDP ($ million, current prices) 
Per Capita GDP ($) 
Consumer Price Index 
Money Supply ($ million--Dec. 31) 
Net Foreign Investment Approvals (non-oil) 
($ million) 
Net Official Int'l Reserves 
($ million--Dec. 31) 
External Official Debt 4 
(Disbursed--$ million--Dec. 31) 
Debt Service ($ million) 


GOVERNMENT BUDGET (S$ million) > 


Routine Expenditure 

Development Expenditure 

Domestic Revenues 

Dev. Receipts (External Assistance) 


OFFICIAL BALANCE OF PAYMENTS ($ million) ° 


Overall Balance (Change in Off. Reserves) 
Current Account 
Exports, Merchandise 
Oil and LNG (Gross) 
Non-oil 
Imports, Merchandise 
Oil and LNG 
Non-oil 


U.S. - INDONESIAN TRADE ($ million) 
Indonesian Exports to the U.S. 
U.S. Share of Indonesian Exports (%) 


Indonesian Imports from the U.S. 


U.S. Share of Indonesian Imports (%) 


1979 


143 
15,908 
48,961 

342 

143 

5,405 


1,069° 


4,145 
13,570 


1,469 


FY 79/80 


(Actual) 
6,499 
6,423 

10,715 
2,210 


FY 79/80 


1,690 
1,369 
17,814 
(11,649) 
(6,165) 
12,833 
(3,534) 
(9,299) 


1980 


146 
17,032 
67,022 

459 

168 

8,018 


615 


6,480 
14,482 
(June) 

1,688 


FY 80/81 


(Budget) 
8,846 
8,045 

14,488 
2,403 


FY 80/81 


(Est. ) 
2,724 
887 
22,424 
(16,669) 
(5,755) 
15,569 
(3,.781) 
(11,788) 


1981 Est. 


149 
18,400 
80,000 

536 

195 
11,000 


700 


9,000 
15,000 


2,000 


FY 81/82 
(Budget) 
12,002 
10,239 
19,639 
2,601 


FY 81/82 
(Forecast) 
2,955 

930 
26,029 
(19,779) 
(6,250) 
18,062 
(4,104) 
13,958 


1981 (Est.) 
4,500.0 
17.0 
2,000.0 


14.0 


Sources: Bank Indonesia, Central Bureau of Statistics, 
Investment Coordinating Board, Embassy Estimates 


lgased on the preliminary result of the 1980 population census, which showed an annual rate of 
population growth of 2.34 percent between 1971 and 1980. 

2at new exchange rate (eff. November 15, 1978) of US$1.00 = 625 rupiah. 

3Includes Japanese-sponsored Asahan aluminum/hydroelectric complex. 


4 Government debt, including debt of State corporations such as Pertamina. 


> Indonesian FY April 1 to March 31 (source: FY 81/82 Budget). 
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U.S. export data for 1980 is not consistent with that quoted above. According to U.S. Depart- 
ment of Commerce trade statistics, U.S. exports to Indonesia grew by 58 percent to $1.5 bil- 
lion in 1980. (For details, see page 13.) 





SUMMARY AND PROSPECTS 


In a period of a widely slackening world economy, the ASEAN (As- 
sociation of Southeast Asian Nations) region, with Indonesia as 
its largest and richest member, looms larger as a trade and in- 
vestment partner for the U.S. As total ASEAN trade with the U.S. 
reached $21 billion in 1980 this region has become our fifth larg- 
est trade partner. Indonesia accounts for nearly one-third of 
that total, $6.7 billion. U.S. exports to Indonesia grew by a 
record 58 percent in 1980 to $1.5 billion. A combination of more 
aggressive sales efforts, improved competitiveness and a shift 
toward capital goods and industrial/agricultural raw material im- 
ports has made the difference in this large and more sophisticated 
market. With oil and gas export earnings reaching record levels 
(currently almost $17 billion) and an ambitious development pro- 
gram for industry, infrastructure and rural development underway, 
increasingly favorable opportunities for U.S. business are fore- 
seen. Improved economic performance and development have in- 
creased Indonesia's self-confidence, and assertiveness. This has 
led to the implementation of new policies and procedures designed 
to insure that the terms of business serve Indonesia's interests, 
and in particular channel opportunities to indigenous Indonesian 
businesspersons. Thus, U.S. firms seeking to take advantage of 
new opportunities will also have to learn to accommodate success- 
fully to the new circumstances. 


HIGH GROWTH RATE AND ABUNDANCE OF FOREIGN EXCHANGE 


American business is finding a new sense of self-confidence among 
the Indonesian economic policymakers and private business leaders 
with whom it deals. This comes from the widely-evident prosperity 
in most sectors of the economy and a considerable boom atmosphere 
in regard to new government and private sector industrial ventures. 
Thus, the U.S. business community is increasingly attracted to a 
growing Indonesia. 


The economy as well as business prospects for U.S. firms will be 
dominated in the next 2 years by two factors. There will be con- 
tinued high foreign exchange earnings with a substantial balance- 
of-payments surplus and public life will be dominated by prepara- 
tions of the Government for the May 1982 elections for the House 
of Representatives (DPR) culminating in the vote for the President 
in the People's Consultative Assembly (MPR) in early 1983. Over- 
all growth, rising imports, and general booming of the economy 
seem assured by high petroleum and other exports which will exceed 
$26 billion by 1982. The government budget, which is projected to 
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grow by 50 percent in FY 1980/81, will rise a further 30 percent, 
to $22 billion in FY 1981/82 (which began April 1, 1981). 


As in most countries, economic policy is made with an eye to polit- 
ical impact. In Indonesia, the main current politico/economic 
objectives are: (1) to distribute the benefits of development and 
high foreign earnings more broadly, and particularly to the poorer 
rural areas; (2) to foster and stimulate ethnic Indonesian entre- 
preneurs in more widespread industrial/business growth to provide 
new jobs and higher incomes; (3) to favor the consumer through 
subsidies on rice, kerosene, and sugar, while maintaining incen- 
tives for rational production growth; and (4) to accomplish all 

the above with fairly moderate rates of inflation--below 20 percent. 


In this context, the high rate of growth of the development budget, 
forecast to grow to $10 billion in FY 81/82, and the $3 billion in 
price subsidies next year, of which $2.4 billion is to keep domes- 
tic fuel prices low, can be understood. In the aftermath of lim- 
ited anti-Chinese rioting last year, the Government will press 
forward more vigorously to redress what it considers a serious im- 
balance in business opportunity for its rather embryonic ethnic 
Indonesian entrepreneurial class. While foreign contractors and 
traders, international oil companies, and joint-venture investors 
are concerned with the new complexities, extra costs and delays 


resulting from two new Presidential Decrees, KEPPRES 10 and 14A, 
the Government is firmly committed to these and other measures to 
foster broader growth (for details, see page 11). 


In the light of huge budget increases, balance-of-payments sur- 
pluses, and high monetary growth (over 40 percent last year), the 
Government's efforts to keep inflation (17 percent last year) at 
only moderately above world rates may be seen as a signal success. 
Observers are concerned that this record may not be maintained in 
1982 but the Government seems firmly committed to keeping the 
price lid on. 


Private sector growth, to be sure, is constrained by the approxi- 
mately 20 percent growth in rupiah lending ceilings imposed by the 
central bank on domestic and foreign branch banks. However, these 
limits do not apply to off-shore foreign currency loans which are 
available without restriction to eligible local and multinational 
borrowers. With the overall boom in economic growth (GNP up at 
least 7-8 percent last year, and expected to be repeated in 1982) 
and with high government expenditures, the 10 foreign branch banks 
and over 30 overseas bank representative offices are finding Indo- 
nesia a rapidly growing market for offshore lending and letter of 
credit activity. 
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Government spending from budgeted funds, foreign borrowing, and 
joint-venture arrangements is focused both on large infrastructure 
projects and major petroleum/petrochemical complexes which over the 
next several years will exceed $12 billion. Potential American 
joint-venture partners and contracting firms that are bidding on 
these projects have the unique expertise required and could re- 
ceive a major share of the contracts (see list, page 15). On the 
other hand, the Government is also emphasizing rural/agricultural 
growth with irrigation, schools, rural roads and bridges, health 
centers, etc., much of it through the $1.8 billion INPRES program, 
which provides funds directly to villages and provinces for local 
construction projects. 


In the end, the success of Indonesia's many ambitious ventures, 
funded and sponsored both internally through foreign assistance 
and by overseas investors, will depend on the ability of local 
technical and business leadership and bureaucratic structures to 
manage them effectively. Foreign aid programs and investors will 
have to focus increasingly on training and transfer of managerial 
and technical skills, as financial resource constraints are no 
longer a significant factor. Fortunately, the need for improved 
educational institutions at home and overseas education and train- 
ing is widely recognized and government and private sector are 
giving this greater attention. 


FAVORABLE BALANCE OF PAYMENTS ASSURES GROWTH AND HIGH LEVEL OF 
IMPORTS : 


Fueled by $17 billion in oil and gas sales, exports exceeding $22 
billion in the fiscal year ending March 30 are forecast to grow 
by another 16 percent in FY 1981/82. Thus, Indonesia's overall 
growth and solvency in the next several years seems assured. 

While oil income increased by over 40 percent in FY 80/81, non- 
oil exports have declined by 7 percent due in part to world mar- 
ket price factors for Indonesia's major commodity exports--rubber, 
coffee, and logs. However, the $600 million decline in sales of 
unprocessed hardwood logs, Indonesia's second largest export, was 
mainly the result of a government policy decision in 1980 to re- 
quire more processing of wood products to encourage local industry. 


Indonesia's imports continue to grow rapidly with a 21 percent in- 
crease expected in FY 80/81 after 40 percent growth in the previous 
year. Of particular interest to the U.S. exporters are changes in 
the composition of imports with a significant shift toward capital 
goods and industrial and agricultural raw materials which favor 
American products. (See table, page 13, for growth of U.S. ex- 
ports.) Indonesia's official current account surplus declined 





6 


somewhat to just under $900 million in FY 80/81 and will remain at 
about that level in FY 81/82. The overall favorable balance in 
both years is forecast by the Government to be about $2.7 billion. 
Official foreign exchange reserves stand at over $7 billion and 
should reach $9 billion by the end of 1981, not taking into ac- 
count the substantial foreign exchange holdings of the commercial 
banks. Under these circumstances, Indonesia finds itself a very 
attractive market for syndicated loans. The Government recently 
borrowed $400 million from a group of international commercial 
banks, including Morgan Guaranty Trust, Bank of America and Amer- 
ican Express Bank, at very favorable rates, only 0.5 percent above 
LIBOR for the first 5 years and 0.625 percent over LIBOR during 
the second 5 years. Indonesia's external debt stands at $14.5 
billion, and its debt service ratio is about 8 percent, down 
markedly from a near 20 percent level several years ago. 


OIL PROSPECTS BRIGHT 


As a result of price increases in 1979 and 1980 and increased ex- 
ploration from 1979, the prospects for this sector look exceed- 
ingly bright for the near term. In CY 1980, oil and gas exports 
reached $15.7 billion or over 70 percent of total export earnings. 
Taxes on oil and gas income accounted for a similar percentage of 


Indonesia's budget revenues. Despite rapid increases in domestic 
Oil consumption, the oil sector will continue to dominate Indo- 
nesia's economy for some time to come. 


After 3 years of gradual decline, Indonesian oil production began 
creeping higher at the end of 1980. For the year, production 
totaled 577 million barrels or 1.58 million barrels per day, 
Slightly less than the 1.59 million barrels per day average of 
1979. December production, however, reached 1.63 million barrels 
per day, and production in January and February has continued 
above the 1.6 million barrels per day level. 


Exploration is now taking place at an unprecedented pace. In 
1980, 194 exploratory wells were completed and more than $800 mil- 
lion was spent on exploration. Pertamina, the State oil company, 
let 11 blocs for exploration under production sharing contracts 

in 1980. All signs point to the continuation of a high explora- 
tion level for the next few years with the likelihood that enough 
Oil will be found to boost production modestly. Pertamina hopes 
to produce over 1.8 million barrels per day by 1984. 


The troublesome element in Indonesia's petroleum sector is the 
steady increase in domestic consumption of highly subsidized 
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petroleum products. In 1980, Indonesians consumed 139 million 
barrels of oil products, up slightly less than 12 percent over 
1979. For the previous several years, consumption increases have 
been consistently in excess of 12 percent. As a result, the 
budgeted subsidy will reach $2.4 billion in FY 81/82. Even if 
Pertamina achieves its production target, increased consumption 
is unlikely to allow much increase in exports. 


Crude oil exports continued to decline in 1980 averaging 1.03 mil- 
lion barrels per day, but price increases gave rise to a 55 per- 
cent increase in crude oil and product export earnings to $13.4 
billion. The price of Indonesia's Minas market crude went from 
$25.50 at the beginning of 1980 to $35.00 on January 1, 1981. 
Earnings on Liquefied Natural Gas (LNG) shipments to Japan more 
than doubled in 1980 to $2.3 billion. LNG earnings benefited from 
their tie to rising oil prices and also from a 34 percent increase 
in volume of exports. 


For Fiscal 1981/82 beginning April 1, 1981, the Government of In- 
donesia estimates that gross oil and gas export earnings will be 
$19.8 billion, up 19 percent over estimated FY 80/81 earnings. 

Net oil earnings--minus imports and the foreign exchange costs of 
producing oil--are forecast at $11.4 billion in FY 81/82, again to 
provide 70 percent of all domestic revenue. 


For the longer term, the Government has embarked on a program to 
use non-oil sources of energy, particularly coal, gas, geothermal, 
and hydro, for industry and power generation. Even so, with ris- 
ing domestic oil consumption, export levels will likely fall. The 
Government hopes to increase earnings from LNG exports to offset 
this trend. Negotiations with Japan to expand LNG facilities in 
Kalimantan and Sumatra by 80 percent are nearly completed. For 
more details on the oil and gas sector, see the Embassy's annual 
Petroleum Report (Airgram A-39, July 8, 1980) available from the 
U.S. Department of Commerce. 


U.S. firms are participants and bidders on a number of high pri- 
ority projects in the petroleum sector--refinery expansions, the 
expansions of LNG, and petrochemical complexes. Additional infor- 
mation is found on page 15 of this report. 


AGRICULTURE--A RECORD RICE CROP 


Although the modern industrial and commercial sectors are growing, 
agriculture still accounts for about two-thirds of employment and 
close to one-third of Indonesia's GDP. Agriculture's share has 
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been declining, although slowly. This sector attracts about 20 
percent of domestic bank credit applications and loans realized, 
but only about 10 percent of total foreign investment, which drops 
to 1-3 percent when forestry and fisheries are dropped from the 
agricultural total. Agriculture receives about 15 percent of for- 
eign aid from all sources, and has been allocated 15 percent or 
$1.5 billion in the new FY 1981/82 development budget focused on 
irrigation, plantations, and education/research/extension. 
Processing industries relying on agricultural/rural product in- 
puts, have been growing rapidly, particularly consumer-ready foods, 
beverages, wood processing, and paper. Agricultural product 
processing and packaging offer significant and growing opportuni- 
ties for U.S. machinery and equipment sales. 


Government efforts to apply green revolution methods have been 
largely successful with programs to increase rice production to 
meet increasing demand and growing population needs. Indonesia 

in 1980 produced a record rice crop of around 20 million tons, 
continuing almost a decade of 3-4 percent annual growth in produc- 
tion of this chief food staple. Secondary crop production (corn, 
cassava, sweet potatoes, soy, and mung beans) has not increased as 
rapidly. Keeping adequate stocks of food available at stable 
prices is one of the Government's main policy objectives, particu- 
larly in a period preceding general elections. Price stabilization 
has required imports of 1-2 million tons of rice in recent years, 
along with increasing purchase abroad of wheat (1.5 million tons 
in 1980), sugar (500 thousand tons), and soybeans (200 thousand 
tons). With soybean imports from the U.S. expected to exceed 300 
thousand tons in 1981, total U.S. staple food exports to Indonesia 
(rice, wheat, and soybeans) may exceed $300 million in f.o.b. 
value. Cotton, tobacco, soybean meal, and smaller quantities of 
fruits, meats, and breeding stock will probably bring the total to 
more than $450 million (about one-third of total U.S. exports), 
maintaining the 25 percent U.S. share of Indonesia's expanding 
$1.8 billion agricultural import market. 


The volume of most of Indonesia's non-wood agricultural exports did 
not expand in 1980, and Bank Indonesia figures show a total value 
of $2.55 billion, virtually unchanged from 1979. Timber exports, 
Indonesia's largest, were down 25 percent by volume and 10 percent 
by value. From current indications, documented palm oil exports, 
off in 1980, will decline sharply in 1981, due to rapidly increas- 
ing domestic vegetable oil consumption, little increase in domes- 
tic coconut oil supplies, and a marketing policy that strongly 
discriminates against exports. 





9 
MINERAL SECTOR PROVIDES IMPORTANT EXPORTS 


Non-oil minerals continue as the fourth largest foreign exchange 
earner, about $650 million in 1980, after petroleum/gas, timber/ 
wood products, and rubber, with the tin accounting for more than 
two-thirds of the subsector total. Currently the world's third 
largest tin producer (30.5 thousand tons in 1980), Indonesia's 
mines have considerable potential for growth. There are extensive 
tin reserves and a gradual expansion of production is currently 
underway. Large areas of Indonesia still have not had detailed 
geological surveys and given the mineral wealth already discovered 
and developed, prospects for valuable new deposits of other min- 
erals are good. 


The expansion of Freeport, Indonesia's copper mine in Irian Jaya, 
is moving ahead. The $2 billion hydroelectric portion of the 
Japanese-sponsored Asahan aluminum complex in North Sumatra is 
under construction and scheduled for completion in 1984. When 
finished Asahan will include the largest aluminum smelting plant 
in the Eastern Hemisphere. As mentioned above, Indonesia plans to 
give major emphasis to coal and geothermal energy as a means of 
preserving its high-value petroleum for the export market. The $2 
billion Bukit Asam/Suralaya coal mine, railway, port, and thermal 
electric complex in southern Sumatra and West Java is getting un- 
derway, with World Bank, Asian Development Bank and bilateral fi- 
nancing. Proposed foreign investments in coal in Sumatra and 
Kalimantan are being considered by several foreign companies in- 
cluding American firms. 


U.S. INVESTMENT TURNING UP 


Major goals of the 1978 devaluation and the current Development 
Plan have been to encourage structural shifts in the economy away 
from overdependence on extractive industry and toward a more 
broadly based, private-sector-led industrialization accompanied by 
massive employment generation. At the same time, a large share of 
the economy--plantations, fertilizer, and oil-based industry--will 
remain primarily in the State sector. The Plan envisages a 

greater role for both domestic and foreign private investment to 
help achieve its growth objectives. New investments in the outer 
islands and on Batam Island, close to Singapore, are encouraged. 
Additional incentives for Indonesia to move rapidly into industrial 
expansion are offered by recent wage-cost factors in Korea, Taiwan, 
and Singapore (and explicit government policy in the latter), which 
are causing a shift of labor-intensive component and assembly 
operations. With rapid growth rates, increasing levels of pros- 
perity, and generally stable governments in the entire ASEAN region, 
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Indonesia is now receiving heightened interest as a potential for- 
eign investment site. Current interest of American and other oil 
companies in new exploration blocs and in expanding operations is 
especially high. But foreign investment in nonextractive sectors, 
governed by a separate approval process through the Investment Co- 
ordinating Board (BKPM), shows a mixed picture, and the impact of 
the new Presidential Decrees 10 and 14A (see page 11) on foreign 
investors in joint-venture projects with government entities is 
still to be assessed. 


With the exception of for-export-only industries, all foreign in- 
vestors must form a joint-venture company with a minimum of 20 per- 
cent Indonesian equity and within 10 years majority ownership. A 
stock exchange has been established and a number of U.S. investors 
have "gone public," using sales of shares to assist in meeting 
Indonesian requirements for the transfer of ownership while retain- 
ing necessary management control. Freedom from foreign exchange 
restrictions and limitations on the repatriation of earnings are 
attractive. The year 1980 was the first in several in which U.S. 
firms made substantial new investment, totaling $46 million; ad- 
ditional investment in existing operations was even larger, $70 
million. A wide range of firms are currently examining Indonesia 
as a potential site--manufacturers of heavy equipment, power gen- 
eration and transmission systems, automotive vehicles, parts and 
components, chemicals, and wood and food processing. 


With Indonesian Government efforts to stimulate their interest, a 
number of agrobusiness firms from the U.S. and elsewhere are dem- 
onstrating cautious interest at present. The legal regime for 
agricultural estates (most particularly the recent prohibition on 
the use of land as collateral) is, however, a disincentive to 
foreign investors. 


Special industrial estates and export zones are receiving greater 
attention. Established under authority of a 1977 decree, a State 
company, P. T. Bonded Warehouse Indonesia, operates an Export 
Processing Zone and bonded warehouse at the Tanjung Priok Port of 
Jakarta. Another export zone has been set up at Batam Island, 
offshore from Singapore, and the Indonesian Government's Batam 
Island Authority is encouraging manufacturing and processing fa- 
cilities to establish there. Similar facilities are planned else- 
where in Java and in other parts of the country. 


An Indonesian Investment Mission* will be in New York, May 28-29, 
and in Chicago, June 1-2, seeking joint-venture partners for the 


*More details are available from Indonesian diplomatic and consular 
offices, the U.S. Departments of State and Commerce, and from the 
Government's Mission coordinator in New York, Hill and Knowlton. 
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following sectoral groups: agro-industry and‘ agricultural process- 
ing; timber processing and pulp and paper; machinery, metals, and 
electronics; chemicals and petrochemicals; and mining, minerals, 
and energy. 


Increased interest in the rapidly growing ASEAN area, including 
Indonesia, is also indicated by Bank of America's ASEAN Trade and 
Investment Seminars in late March in six cities in the United 
States. 


NEW DECREES AFFECT MOST GOVERNMENT-RELATED BUSINESS 


Indonesia is now even more firmly committed to opening up wider 
business opportunities to the ethnic Indonesians (the so-called 
"“pribumi" or "weak economic group") who until now have often not 
fared well vis-a-vis the predominant Indonesian Chinese trading 
and industrial community. In order to broaden pribumi participa- 
tion, foster emergence of new entrepreneurs throughout the country, 
and increase employment opportunities, several new government mea- 
Sures were enacted in 1980. 


American companies engaged in business with Indonesia or planning 
to enter the Indonesian market should be aware of two important 
Presidential Decrees (KEPPRES) 10 and 14A issued last year. These 


regulations establish new procedures for procurement by Indonesian 
Government agencies and government-owned corporations and thus have 
a substantial impact on the way in which much business is done in 
Indonesia. Foreign oil companies (as contractors to Pertamina) and 
their subcontracting service firms are affected, as are other con- 
tractors on major government projects including those funded by the 
World Bank and other foreign assistance programs. 


KEPPRES 10, issued in January 1980, establishes a Procurement Guid- 
ance Team which must review all government procurement contracts 
for more than Rp. 500 million (US$800 thousand). The committee 

was established to centralize control in tendering and awarding of 
large government contracts. The committee meets under the chair- 
manship of Minister/State Secretary Sudharmono or Minister for 
State Reform Sumarlin and reviews all contracts for price and com- 
pliance with government policies to promote domestic products and 
services. 


KEPPRES 14A, issued March 14, 1980, regulates the expenditure and 
Management of State budget funds. From the U.S. business perspec- 
tive, the most significant features are provisions which establish 
preferential treatment for domestic suppliers. Contracts up to 
$320 thousand must go to domestic suppliers, with preference going 
to the "economically weak" group. 
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While contracts valued above $320 thousand are to be handled by 
open tendering, winners of bids from the "economically strong" 
groups must collaborate with “economically weak" local companies. 
Subsequent regulations have established criteria and a review 
process to determine the availability of domestically produced 
products for all government procurement, and have confirmed that 
the provisions of KEPPRES 14A apply also to procurement of goods 
and services funded under bilateral and multilateral aid programs 
(e.g., USAID, World Bank, and Asian Development Bank). The proc- 
esses of identifying, verifying, and qualifying members of the 
"economically weak" group and of implementing the preference sys- 
tem have not been refined, and there are differences of interpre- 
tation and implementation between various government departments 
and organizations and regional authorities concerned with enforc- 
ing the new procedures. 


The full impact of the new Decrees cannot yet be assessed, as 

they are new and still under trial. There are as yet no authori- 
tative and clear rules or sources of information on implementa- 
tion, although there have been reports that additional implementing 
regulations are to be issued. 


One clear effect of these Decrees has, however, been to introduce 
additional uncertainties, costs, and delays. The Procurement Guid- 
ance Team has reviewed a number of contracts which had been nego- 
tiated on a cost-plus basis and required them to be renegotiated 

on a fixed-price basis. Additionally, the committee has negotiated 
directly with suppliers and subcontractors. KEPPRES 14A has been 
cited by the Government in requiring that some foreign firms which 
have won tenders must change their local suppliers, subcontractors 
or partners. It has also been used as a basis for tightening up 
requirements for local representation. U.S. firms interested in 
doing business in Indonesia should generally appoint local agents. 


IMPLICATIONS FOR THE UNITED STATES 


U.S. Exports Show Rapid Growth to $1.5 Billion 


After a period of several years of rather modest growth (aside 

from Indonesia's oil exports), U.S.--Indonesian trade* in both 
directions burgeoned by $2.1 billion, up 45 percent, in 1980, to 
reach a record $6.7 billion. U.S. exports grew more rapidly, by 

58 percent, to reach a record $1,544 billion. Total Indonesian ex- 
ports (largely oil and rubber) to the U.S. grew by 43 percent to 


*Official U.S. Department of Commerce trade statistics, including 
U.S. reexports. 
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$5,182 billion. Rather dramatic increases in U.S. sales opportuni- 
ties were shown in wheat, oil seeds, chemicals and synthetics, 
heavy equipment, and generating equipment. The following table 
shows major U.S. exports to Indonesia in 1979 and 1980: 


DOMESTIC U.S. EXPORTS TO INDONESIA, 1979-80 


(in million of US$) 


Increase, 
Product 1980 over 1979 


TOTAL, ALL PRODUCTS 58% 


Wheat 39% 
Rice - 24% 
Oilseeds 106% 
Raw cotton 38% 
Aircraft 35% 
Chemicals, Organic & Inorganic 73% 
Synthetics/Rubber/Plastic 
Materials 
Paper /Paperboard 
Engineering/Contractors Equip. 
Mechanical Handling Equipment 
Measuring/Checking Instruments 
Fertilizers 
Power Generating Machinery 
Other Electrical Equipment 


> 


81% 
162% 
69% 
153% 
46% 
343% 
80% 
7% 


> 
e 


= 
OWADAWNO WwW Ul 
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WN 


Source: U.S. Department of Commerce. 


Preliminary indications from both U.S. and Indonesian trade sta- 
tistics show that U.S. exporters have fared and shared very well 
in this rapidly growing and increasingly sophisticated market. In 
1979, the U.S. had moved ahead of the European Community as the 
second most important source after Japan, supplying about 14 per- 
cent of imports. A major impact of the rapidly increasing foreign 
exchange earnings and a government budget that has grown 80 percent 
in 2 years is a shift in import patterns toward capital goods and 
industrial/agricultural raw materials in which the U.S. has com- 
parative advantage. This favorable trend for U.S. exporters is 
expected to continue as development expenditures accelerate in the 
pre-election period and more major projects get underway. 
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Regional Markets In Java and Sumatra Of Increasing Importance 


U.S. business visitors will want to devote attention to develop- 
ments outside the capital city of Jakarta and to investigate other 
ageas which are both sharing in and providing stimulus to the over- 
all growth of the economy. The Government provides increased in- 
centives for investment outside of the West Java area where much 
foreign manufacturing investment has been concentrated to date. 
Most exports of mineral products, timber, and plantation crops 
come from the outer islands and government programs to foster both 
basic production and industry based on local raw materials are now 
receiving high levels of attention. Greatly increased investment 
in oil/gas and coal exploration and development, discussed above, 
is paralleled by new refining, LNG and petrochemical complexes in 
Sumatra and Kalimantan. Sumatra, for example, already generates 
about half of Indonesia's oil and gas earnings, three-quarters of 
its rubber and coffee and all of the tin and palm oil exports. 
Kalimantan predominates in timber and wood processing along with 
Sumatra and Irian Jaya. East and Central Java, served by the major 
port cities of Surabaya and Semarang, respectively, are rich agri- 
cultural areas with large populations. They are also prospering 
and are increasingly significant centers for trade and industry. 
Surabaya has since the Dutch period been an industrial center for 
shipbuilding, chemicals, and metalworking and has a corps of 
skilled workers in these fields. An industrial estate established 
there in the mid-1970's is seeking additional land for expansion 
because available plant sites are almost all committed as a result 
of rapid development. 


Major Projects Offer Increased Opportunities 


Experience has shown that in Indonesia U.S. export levels are 
highly sensitive to decisions by the Government and the multina- 
tional development banks (World Bank and Asian Development Bank) 
on major industrial and infrastructure development projects. With 
the vastly increased resource availability due to 1979/80 oil price 
increases and general export. buoyancy, project expenditure levels 
have been revised sharply upward. Plans are moving ahead on a 
number of major projects that have been or are to be approved 
shortly with construction underway in the coming months. These 
projects in addition to rapid expansion of oil and gas exploration 
and development activities offer greatly increased opportunities 
for U.S. equipment and service companies. 


Among the projects now underway or awaiting final approval by the 
Government and/or financing from potential lenders/partners are: 





15 


MAJOR PROJECTS 


Approximate Cost 


REFINERIES 


Cilacap Expansion, 
Java 


Balikpapan Expansion, $1 billion 
Kalimantan each 


Dumai Expansion, 
Sumatra 


Fourth Refinery, pos- 
Ssibly near Jakarta 


not yet 
determined 


LNG EXPANSION 


Bontang, Kalimantan 
$1 billion 
each 
Arun, Sumatra 


PETROCHEMICAL PROJECTS 


Aromatics, Sumatra $1 billion 


Methanol, Kalimantan $350 million 


Olefins (joint ven- $2 billion 


ture), Sumatra 


POWER PROJECTS 


Geothermal 
(several projects) 


not yet 
determined 


Status 


Letter of intent to Fluor; 
under procurement 


Letter of intent to Bechtel; 
under procurement 


Letter of intent to Spanish- 
Austrian consortium led by 
Technicas Reundius 


Being considered 


Letter of intent to Bechtel; 
under procurement 


Invitations to tender sent 
to JGC and Chiyoda of Japan 


Thyssen appointed prime 
contractor with UOP and 
Pullman 


Lurgi appointed prime 
contractor 


Proposals from Exxon and 
CDF Chemie/Lummis being 
evaluated 


Six areas in Java have been 
identified for foreign de- 
velopment of electricity; 
negotiations underway on 
one or more projects 
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Approximate Cost Status 


Saguling Hydroelec- $800 million World Bank loan signed in 
tric (700 MW, W. March 1981 
Java) 


Suralaya Steam $800 million IBRD and ADB. funding. 
Power (800 Mw-- Murubeni/Monenco consor- 
2nd phase), with tium awarded power plant 
EHV Transmission contract; EHV transmission 
line and civil works for 
coal receiving terminal 
still to be tendered 


Java Transmission $1 billion Cofinancing program with 
and Distribution World Bank; project now 
Networks, Java being formulated 


MINING 


Bukit Asam Coal $1 billion Financial package with 
Mining & Transpor- World Bank, Canadian aid, 
tation, Sumatra and and various export agen- 
W. Java cies; support being 

negotiated 


Cement Sector $150 million Tripling of current 7.5 mil- 
(several plants) each (Est) lion ton capacity by 1985, 
through expansion of 
existing plants and new 
facilities; various states 
of planning and financing 


WOOD-PAPER. 


Sesayap Integrated $400 million Joint financing by World 
Pulp, Paper & Wood Bank and State of Sabah, 
Industries, East Malaysia 
Kalimantan 


Interested U.S. firms should request from the U.S. Department of 
Commerce the Embassy's periodic comprehensive Major Projects List, 
the latest edition of which is American Embassy Jakarta Airgram 
A-60, July 1, 1980. That list, in addition to describing projects 
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by name and noting estimated cost, also identifies the funding 
source, projected agreement/contract date, status, and the name 
and address of key contacts for each project. 


Detailed and up-to-date information on market prospects and selling 
in Indonesia can be obtained from the Department of Commerce and 
its field offices in most major U.S. cities. Particularly useful 
for newcomers to the market are two Commerce Department publica- 
tions: "Indonesia: A Survey of U.S. Business Opportunities" and 
"Marketing in Indonesia." Studies on a number of key sectors and 
product markets in the Indonesian economy are also available. 
Companies will also find the Economic and Commercial Sections of 
the American Embassy in Jakarta and the American Consulates in 
Medan and Surabaya valuable sources of information, assistance, 
and advice on doing business in this market. 
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